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COMMONWEA1,TH OF KENTIICKY 

BEFORE THE PIlRCIC SFRVICE COMYISSION 

* * * * * 

I n  t h e  Matter  of :  

APPLTCATION OF FRIENDLY 1 
OTILITIES, I N C . ,  D/B/A F R I E N D L Y  1 
HILLS E.  SRWER SYSTEM FOR A RATE 1 NO. 9129 
ADJUSTMENT PIJRSUANT TO T H E  1 
ALTERNATIVF RATE F I L I N G  PROCEDURE) 
FOR SMALL U T I L I T I E S  1 

O R D E R  

On September 7, 1 9 8 4 ,  F r i e n d l y  U t j l i t i e s ,  I n c . ,  d/b/a 

Friendly Hills E. Sewer System ("Friendly") filed an application 
w i t h  t h e  Commiss ion  to i n c r e a s e  its s e w e r  r a t e s  p u r s u a n t  t o  R 0 7  

KAR 5:076. T h i s  r e g u l a t i o n  a l lows  u t i l i t i e s  w i t h  400 or fewer 

c u s t o m e r s  or $ 2 0 n , O O O  or less gross a n n u a l  r e v e n u e s  t o  u s e  t h e  

a l t e r n a t i v e  ra te  F i l i n g  method i n  order t o  m i n i m i z e  the n e c e s s i t y  

for formal h e a r i n g s ,  to reduce f i l i n g  r e q u i r e m e n t s  a n d  t o  s h o r t e n  

t h e  t i m e  b e t w e e n  t h e  application a n d  t h e  C o m m i s s i o n ' s  f i n a l  Order .  

T h i s  p r o c e d u r e  s h o u l d  m i n i m i z e  ra te  case e x p e n s e s  to t h e  u t i l i t y  

and, therefore,  s h o u l d  r e s u l t  i n  l o w e r  rates t o  the r a t e p a y e r s .  

There  w e r e  n o  i n t e r v e n o r s  i n  t h i s  ma t t e r ,  a n d  all 

i n f o r m a t i o n  r e q u e s t e d  hy the C a m m i r s s i o n  haR h e e n  submitted. 

F r i e n d l y  r e q u e s t e d  r a t e o  wh ich  would  produce an  a n n u o l  

i n c r e a s e  of S2R,7R2 t o  t ts  p r a u e n t  gross revenuen. I n  t h i s  O r d e r ,  

t h e  Commiss ion  h a s  a l l o w e d  ra tes  t o  p r o d u c e  a n  i n c r e a s e  of 

S23,235.  
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TEST PERIOD 

For t h e  purpose of determining the reasonableness of the 

proposed rates, the 12-month period ending D e c e m b e r  31, 1953 ,  has 

been accepted am the test period. 

REVENlJES AND EXPENSES 

Friendly showed a net loss on its books for the test period 

of S 1 5 , 4 4 9 .  Friendly proposed several pro forma adjustments to 

its t e s t  period operating revenues and expenses to more accurately 

reflect current operating conditions. The Commission finds these 

adjustments reasonable and has accepted them for rate-making 

purposes with the following exceptions: . 
WaCer expense 

During the test period, Friendly incurred water expense of 

$1,473. The Louisville W a t e r  Company ( "LWC"1 announced I n  t h e  

month of December 1984 that rates for water service would be 

increased by 7.2 percent effective January 1, 198s. Therefore, 

the  Commission found it appropriate to make a pro forma adjustment 

to water expense of S 1 0 6 .  

Purchased Power Expense 

1 

F r i e n d l y  projected a pro forma adjustment o f  $988 to actual 

purchased p o w e r  expense of $13,170 for the t e s t  period. The 

Commission finds it appropriate to decrease this adjustment by 

$125, which, in total, represents the 6 . S S  percent increase 

granted  t.hu r .or l i sv i1 ln  Cas and Electric Company in ita last rate 

case before the Commisnion (Case No. R9241, g r a n t e d  

S 1 , 4 7 3  X 7 .2% = S1C)Fi. 
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subsequent t o  t h e  test period in this case. Therefore. the 

Commission has included adjusted purchased power expense of 

~14,033’ in test year expenses. 

Maintenance of Treatment and nisposal Plant. 

During the test period, Friendly booked S S , 6 2 7  in the 

maintenance of its treatment and disposal system. An analysis of 

t h e  individual invoices showed that during the test period 

Friendly made t h e  following p l a n t  additions but  erronously 

expensed t h e s e  J.tems: 

Invoice 
mate N u m b e r  Vendor I tern Amount 

3/28/83 328-2 Andriot-Davidson Motor for varfable S R 1 9  
Company speed pump 

4/09/83 409-28  Andriot-Davidson Installation cost 299 
Service Company for variable speed 

Pump 

4/09/83 409-10 Andriot-Davidson Replace valves in 318 
Service Company compressor 

3/29/83 32R-10 Andri0t:Davidson ~ e p l a c e  gaskets in 221 
Service Company compressor 

5/09/83 509-4 Andriot-navidson 5 H.P. motor for 164 
Company qliidgt= a i r  lift blower 

3/04/83 3 0 4 - 4 0  Andriot-Davidson Major repair-pump 513 
Servicp Company 

Service Company or blower motor 

service Company sewage pump 

10/25/R3 1 0 2 5 - 1 6  A n d r i o t . - D a v i d s o n  Major repair-tligest- 347 

10/25/83 1025-16 Andriot-Davidson Major repair - 82 47 6 

Total s3;is7 
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The above listed items will be given proper consideration 

by the Commission with regard to allowable depreciation expense. 

Therefore, test period expenses related to the maintenance of the 

treatment and disposal system have heen reduced by S3,157. 

Collection Expense 

The collection expense is d i r e c t l y  related to the amount of 

revenue that Friendly collects via the formula used by the LWC to 

c a l c u l a t e  the collection charge. Therefore, the Commission has 

modified this calculation to include the increased r a t e  allowed 

herein. The Commission is a l s o  using t h e  most recent collection 

fee charged  by t h e  tWC effective May 1, 1984, which results in an 

annual collection expense of S 2 , O l f j .  

Transportation Expense 

Friendly's test period operation and maintenance expenses 

include transportation charges in the amount of S 9 8 2 .  However, i n  

a response to this Commission's request for information received 

on November 26, 1984, Friendly stated in item number 2 of the 

response t h a t  i t  has reduced its pro-rata projection for 

transportation expense to S366. There was no documentation 

provided hy Friendly related to its adjusted transportation 

e x p e n s e  of S 3 6 6 .  The burden of proof i R  on Friendly to crntahl inh 

justification for t - h l n  exppnrre. Mornover, r e a n o n n h l e  e x p a n n e s  

have been allowed i n  t h i n  c n n a  for outulde rrervice cornpenien to 

x NO. of customers X 6 .  Sewer Charqe 
Water Charge + Sewer Charge si.Fio 
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maintain the plant on a routine and non-routine basis. 

Subetant-ially all transportation to and from Friendly for routine 

maintenance, sludge hauling and non-routine maintenance is 

provided far either within a monthly fee or billed by vendors on a 

per-m i l e  bas is . 
It is the Commission's policy to allow managers o f  sewer 

utilities the size of Friendly annual compensation of $1,800, 

including ordinary travel. Additional compensation for an item, 

such as unusual travel expenses, must be s i i f f  iciently documented 

and justified. It is the Commission's finding that Friendly has 

not met its burden of proof on this i s s u e  and the Commission h a s ,  

therefore, eliminated recorded test-year transportation expense of 

$982 from operating e x p e n s e s  f o r  rate-making purposes. 

Routine Maintenance Expense 

Friendly i n c u r r e d  S 6 , 6 0 0  for routine maintenance expense 

for the test period. This €ee has been constant since Friendly 

was transferred from Future Federal Savings and Loan Association 

in 19ft2. Although no adjustment haw been made in this Order for a 

routine maintenance fee, it should he noted that the Commission 

does not find the test period amount of S6,finO to be a reasonable 

e x p e n s e  (i.e, reductions could he necessary). This amount will be 

a point of reference in future cases. Further, the Commission 

will not allow further cost increases in transactions with 

s f f l l i a t a c l  comprrniam w i t h o u t  perRiimR1vc j u n t i f f c a t . i o n .  

Depreciation Expense 

At the end of t h e  teat perlod, Friendly had recorded 

depreciation expense of S 1 1 , 1 4 O .  The CommlReion, in ito 
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disallowance of capital items of S3,157 included in the cost of 

maintaining the treatment and disposal plant as discussed above, 

has allowed a pro forma depreciation expense adjustment of S 1 , 0 5 2  

computed on the basis of a 3-year service l i f e  of the property 

which is properly transferred to Accoiint No. 373, Treatment and 

Disposal Equipment. Therefore, the Commission's reasonable 
adjusted depreciation expense for the test period is $12,192. 4 

Income Taxes 

Friendly projected pro forma federal and s t a t e  corporate 

income taxes, and the Jefferson County 2.2 percent Occupational 

Tax totalling S2,622 for the test period. T h e  Commission is of 

the opinion that the federal and state corporate income t a x e s ,  and 

the Jefferson County 2 . 2  percent Occupational Tax should be 

allowed for rate-making purposes and the computation will be made 

in a later section of this Order. 

Therefore, Friendly's adjusted operations at the end of the 

test period are as follows: 

Friendly Commission 
Adjusted A d j u s t m e n t s  

ODeratina Revenues S 46.120 s 
Operating Expenses 55; 152 (5,278 1 
Net Operating Income (9,033) 5 , 2 7 R  
Interest Expense 10,761 

Net Tncome s 5,278 
-_I_ 

S ( 1 9  7 9 4 )  - - -- J- --- 

Commission 
Ad just ed 

S 4 6 , 1 2 0  
4 9 , 8 7 5  

1d,76l 
s ( 3 , 7 5 5 )  

S ( 1 4 p S l C i )  

Depreciation E x p e n s e ,  per books, at 12/31/R3 
Add: nepreciation expense on capital items 

transferred f r o m  maintenance of 
t r e a t m e n t  plant - S3,157 X 33.33 percent = 

Total allowable depreciation expense 

$ 1 1 , 1 4 0  

1 ,052  

SI 2,192 
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REVENll E RROII I REM ENTS 

The Commission is of the opinion that Friendly's ad justed 

operating 1OSS is unfair, unjust and unreasonable. The Commission 

is further of the opinion that an operating rat io  of 88 percent is 

€air, just and reasonable in that it will allow Friendly to meet 

I t s  operating expenses, service its debt and provide a reasonable 

return to its stockholders. Therefore, the CommtaRion findB t h a t  

Friendly should be permitted to increase its rates to produce an 

increase in annual revenue o f  S73,235,5 which includes federal, 

state and Jefferson County income t a x e s  of Sl,687. 

SUMMARY 

On January 15, 1985, Friendly submitted notice to the 

Commission o f  its intent to begin charging the rates advertised in 

its or ig ina l .  application as of February 15, 19R5. Yn a letter of 

the Commission dated February 11, 1985,  the effective date was 

recognized to be February 27, 1985.  In its Order of  February 22, 

1985, the Commission ordered Friendly to maintain its records in 

such manner as would enahle it, or the Commission, or any of its 

customers, to determine the amounts to be refunded and to whom due 

in the e v e n t  a refund is ordered upon final determination of this 

case in accordance with 807 KAR 5 ~ 0 7 6 ,  Section A .  

The  Commisnion, after consideration of the evidence of 

rcrcnrrl and tw1ng advlwnd, 1n of t.hn nplnfon nnd Cjnrlr, t.hrrt.1 

(S49,876 + Sl ,F iR7)  t 8 8 %  = $ 5 9 , 5 9 4  + S10,761 - $46,120 0 

S23,235. 
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1. The  ra tes  p r o p o s e d  b y  F r i e n d l y  wou ld  p r o d u c e  r e v e n u e s  

i n  e x c e s s  of t h e  r e v e n u e s  f o u n d  r e a s o n a b l e  h e r e i n  a n d  s h o u l d  be 

d e n i e d  upon a p p l i c a t i o n  o f  K R S  278.030. 

2. The ra tes  i n  Append ix  A a r e  t h e  f a i r ,  j u s t  a n d  

r e a s o n a b l e  r a t e s  t o  c h a r g e  €or sewage  s e r v i c e s  r e n d e r e d  t o  

F r i e n d l y ' s  c u s t o m e r s  a n d  s h o u l d  p r o d u c e  a n n u a l  r e v e n u e s  of 

a p p r o x i m a t e l y  S 6 Q , 3 5 5 .  

3. The rates c h a r g e d  by F r i e n d l y  o n  and a f t e r  February 2 7 ,  

1 9 8 5 ,  are i n  excess of the r a t e s  a p p r o v e d  h e r e i n ,  and  t h e r e f o r e ,  

t h e  d i f f e r e n c e  s h o u l d  be r e f u n d e d  t o  t h e  a p p r o p r i a t e  c u s t o m e r s .  

I T  IS THEREFORE ORDERED t h a t  t h e  r a t e s  i n  Append ix  A be a n d  

t h e y  h e r e b y  are  t h e  fair, j u s t  a n d  reasonable rates of F r i e n d l y  

€or sewage s e r v i c e s  r e n d e r e d  o n  a n d  a f t e r  t h e  da t e  of  t h i s  Order. 

IT IS FURTHER ORDERED t h a t  t h e  rates proposed by F r i e n d l y  

be a n d  t h e y  h e r e b y  a r e  d e n i e d .  

IT IS  FllRTHER ORDERED t h a t  t h e  r e v e n u e s  c o l l e c t e d  by 

F r i e n d l y  s u b s e q u e n t  t o  F e b r u a r y  27, 1 9 8 5 ,  t h r o u g h  r a t e s  i n  excess 

of t h o s e  f o u n d  r e a s o n a b l e  h e r e i n  s h a l l  be r e f u n d e d  i n  the f i r s t  

b i l l i n g  a f t e r  t h e  d a t e  of t h i s  O r d e r .  

IT IS F t I R T H R R  ORDERRn t h a t  F r i e n d l y  l s h a l l  f i l e  a S t a t e m e n t  

w i t h i n  30 clays of t h e  date of t h i s  Order r e f l e c t i n g  t h o  number o f  

c u s t o m e r s  h i l l e d ,  t h e  amoun t  collected u n d e r  t h e  r a t e s  put. i n t o  

e f f e c t  o n  F e b r u a r y  2 7 ,  1985,  t h e  numher  of c u s t o m e r s  r e c e i v i n g  a 

r e f u n d ,  t h e  amount  r e f u n d e d  a n d  t h e  date  of the r e f u n d .  

-R-  



IT IS FtlRTWER ORnERRn that, vfthln 31) dayn of t . h e  d a t e  o f  

t h i s  O r d e r ,  Friendly shall file with this Commission its tariff 

s h e e t s  setting forth t h e  rates approved herein and a copy of its 

rules and regulations for providing sewer services. 

Done at Frankfort, Kentucky, t h i s  22nd day of March, 1985. 
PlJRLIC SERVICE COMYISSTON 

ATTEST : 

Secretary 



APPENDIX A 

APPENDIX TO AN ORDER OF T H E  PURLIC SERVICE 
COMMISSION IN CASE NO. 9129 DATED 3/22/85 

The Eollowing rates are prescribed for customers 

receiving sewer service from Friendly Hills E. Sewer System. 

All other rates and charges not specifically mentioned herein 

shall remain t h e  same as t h o s e  in effect under authority of 

the Commission prior to the effective date of this O r d e r .  

Customer Class 

Residential 

Multi Family 

*Commercial c All Other 

Rate 

$ 2 3 . 4 0  

17.55 

43.88 ( P e r  Residential 
Equivalent) 

*Residential equivalent - 1 2 , O O n  Gnllonn/Month hpsecl upon 
aversgc, monthly constumption. 


